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MONETARY BEHAVIOR IN CANADA—1926 - 1936 


M. K. INMAN 


= LMOST no problem of today, 

and certainly no problem of 
economic life, has been more vehe- 
mently debated—during the past 
two or three years than the prob- 
lem of money. Nothing else in the 
economic sphere has had so nearly 
universal and at times such pro- 
found effects as the recent wide 
changes in the quantity and the 
character of our money supply, and 
nothing else has evoked such floods 
of proposals for control.”' Profes- 
sor James W. Angell, who has made 
a careful study of monetary move- 
ments in the United States, de- 
plores the lack of empirical knowl- 
edge regarding the actual behavior 
of money under varying economic 
conditions. In this connection he 
emphatically states: “It is surely 
idle, and probably dangerous, to at- 
tempt to control anything as vast 
and powerful as the national supply 
of money without knowing a good 
deal about its character, about the 
things that make it vary in quan- 
tity and composition, and about its 
relations with other major factors 





1J, W. Angell, “The Behavior of Money,” 
Preface, P. vii. 


in our economic life.”* Professor 
Angell’s plea is for a greater knowl- 
edge of the facts relating to money 
as a guide to monetary policy. 

The present article is an attempt 
to present in brief form some of 
the salient facts of monetary be- 
havior in Canada* during the years 
1926 to 1936. Certain difficulties 
are encountered in a study of this 
period. In the first place, the time 
is too short to reveal any definite 
trends in the character of the 
money supply or in‘its use. Con- 
sequently, one hesitates to ascribe 
a quality of permanency to any 
changes that may have occurred. 
In the second place, the period was 
one of unusual monetary disturb- 
ance. It included years of business 
boom, depression and recovery. 
Furthermore, it witnessed great 
upheavals in the _ international 
money market, resulting particu- 
larly from the abandonment of the 
gold standard by Great Britain, the 
banking crisis and various forms of 





Ibid, P. vii. 

8Much excellent work is being done in 
this field by the research department 
of the Bank of Canada. See the Bank’s 
“Statistical Summary,” which is pub- 
lished monthly. 
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exchange and currency restrictions 
in other countries. That such events 
and conditions had repercussions 
on Canada’s financial structure is 
common knowledge. Under such 
circumstances it is difficult to de- 
termine what movements were due 
to purely domestic factors and 
what were of foreign origin. In 
view of the complexity of the 
period, a minimum of interpreta- 
tion of the facts here presented 
will be attempted in this paper. 

In order to avoid ambiguity, it is 
desirable to pay some attention to 
the meaning of “money.” This 
term has been defined in a variety 
of ways by economists, bankers 
and laymen. It is indeed a difficult 
matter, from both a theoretical and 
a practical viewpoint, to formulate 
a definition of money which will be 
satisfactory under all circum- 
stances. The writer regards money 
as a universally acceptable means 
of payment. This is a definition of 
perfect money. As the common 
currency of practically all nations 
is not accepted internationally to 
any extent, the above description 
does not apply to bulk of the cir- 
culating media of the modern 
world. When the majority of ad- 
vanced countries were on the gold 
standard, gold, for all practical pur- 
poses, possessed the characteristics 
of perfect money. During and after 
the Great War, and particularly 
since 1931, it has become necessary 


to regard international money as 
one thing and national money as 
another. Of course, even before 
1914 the paper currency of a given 
country was not readily acceptable 
outside its own borders. But the 
ease with which domestic paper 
currency could be exchanged for 
gold resulted in a very close rela- 
tionship between so-called paper 
money and gold, the international 
currency. In recent years this 
intimate bond has been severed, 
hence the desirability of redefining 
the word money in terms of its 
national character. 

Even from a national viewpoint 
there is no universal agreement 
among economists as to what ought 
to be included in the concept of 
money. Some favor the narrow 
interpretation, thus taking into 
consideration only cash (metallic 
reserves and government or central 
bank notes) and subsidiary coins. 
Others take a wider view and in- 
sist that bank credit (notes and 
deposits) should be included. It is 
argued that in countries like Eng- 
land, Canada and the United States 
over ninety per cent of business 
transactions are carried on by 
means of bank deposits which, 
therefore, comprise the bulk of the 
circulating media. To eliminate 
bank credit from the category of 
money is to neglect one of the most 
important factors in the monetary 
supply. Against this one may con- 





tend that bank deposits do not cir- 
culate freely, as checks have to be 
endorsed before they are transfer- 
red from one party to another. 
Consequently, they (deposits) can- 
not be properly classed as money, 
which ought to be a readily accept- 
able means of payment. Further- 
more, if the wider view is taken, 
the question may be asked, why not 
include other forms of credit, for 
example, book credit extended by 
merchants to their customers? 
From a logical standpoint there is 
much to be said for the inclusion 
of all types of credit which facili- 
tate the exchange of goods and 
services, but there are at least two 
fundamental objections to this 
position. In the first place, book 
credit and other credit accommo- 
dation outside the banking system 
are personal in character and there- 
fore do not “circulate” even as 
freely as bank deposits. In the sec- 
ond place, there is a statistical diffi- 
culty in measuring the amount of 
such forms of credit. 

From a national viewpoint, the 
writer regards money as that 
medium of exchange which is full 
legal tender (legally adequate to 
discharge a debt) and into which 
all other forms of government 
currency are freely convertible. In 
countries, like Canada, that are off 
the gold standard, this applies to 
government or central bank notes. 
For some purposes, however, par- 
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ticularly those involving a study of 
the relation between the various 
forms of exchange media, of the 
effect of the monetary supply upon 
business conditions, it is desirable 
to regard bank credit also as 
money. Even if bank deposits are 
included, the problem is not solved. 
There are different types of bank 
deposits which may be roughly 
classified as “demand” and “time” 
deposits. Checks may be drawn 
against the former at any time, but 
the latter are legally withdrawable 
only after due notice has been 
given. Some authorities hold that 
time deposits ought to be ruled out 
because they do not circulate read- 
ily by means of checks and even 
when they are used to make pay- 
ments they must first be trans- 
formed into demand deposits.’ As 
a matter of fact, it may be neces- 
sary to change the definition of 
money to suit the circumstances 
under consideration. In the last 
analysis the important thing about 
a definition is that it shall convey 
to the reader precisely what the 
author has in mind. It is also 
essential, of course, that the term 
be used always in the same sense, 
unless due warning of a change in 
meaning is given. 

For the purposes of this study 
the term money will include “out- 
side currency” and bank deposits. 





1See Laughlin Currie, “The Supply and 
Control of Money in the United States.” 
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Outside currency is made up of 
Dominion, Bank of Canada, and 
chartered bank notes in the hands 
of the public. Bank deposits in- 
clude both demand and time de- 
posits other than inter-bank and 
government deposits. 

Several objections may be offered 
to this view of money. In respect 
to currency the following questions 
may be raised: Why confine the 
concept to notes in circulation? 
Why not include government, Bank 
of Canada, and notes other than 
their own held by the banks? Why 
eliminate subsidiary coins? Or why 
include bank notes at all? In an- 
swer to the first question, it must 
be pointed out that for purposes of 
analyzing monetary behavior, it is 
possible to consider the problem 
from two viewpoints: first, the 
amount of money actually in circu- 
lation and second, the amount held 
idle. Up until recent times Ameri- 
can economists, led by Irving 
Fisher, in seeking to determine the 
value of money favored the former 
approach, while the Cambridge 
School, under the influence of 
Pigou, Keynes, and Robertson, 
adopted the latter. Owing to the 
fact that an attempt will be made 
to show the movements of outside 
currency relative to those of Bank 
deposits, also because figures on the 
amount of notes held by the public 
are readily available, the first 
method is adopted in this study. 





So far as subsidiary coins are 
concerned, they are eliminated or. 
the basis of convenience rather 
than logic. Strictly speaking, the 
quantity of silver, nickel and 
bronze coins in circulation ought to 
be included in outside currency. It 
is difficult, however, to get accurate 
information as to the amount actu- 
ally in the hands of the public. 
While the government publishes 
statistics regarding the net issue 
of coins, the chartered banks do not 
record the portion thereof held by 
them in their monthly return to 
the Department of .Finance. That 
no drastic changes occurred in the 
supply of subsidiary coins between 
1926 and 1936 is shown by the fol- 
lowing table: 


Table I. 


Circulation of Canadian Coin at 
December 31, 1926 -36' 


(Note: Net issues of coin since 1858) 


December 31 Total? Per Capita 
1926.......... $30,042,161 $3.18 
) an 29,998,514 3.11 
en 30,973,247 3.15 
1929.......... 32,259,482 3.22 
3908.......... 32,354,260 3.17 
TER cccccesee 32,827,541 3.16 
1932.......... 33,352,625 3.17 
ee 33,272,696 3.12 
1934.......... 33,704,204 3.11 
1935.......... 33,674,787 3.08 
BOB ..22..2000 33,997,253 3.08 





1Source: Canada Year Book, 1937, P. 887. 
“Includes silver, nickel, and bronze coins. 


1 
2 








There are strong reasons, as will 
be shown later for inferring that 
no fundamental alterations took 
place in the use of subsidiary coins 
during the ten-year period under 
review. In any case the quantity 
used was only a small fraction of 
the total supply of money as here 
defined, hence it could have only a 
negligible effect upon the monetary 
situation. 

There remains the third objec- 
tion, namely, that commercial bank 
notes should be excluded from out- 
side currency. In favour of this 
position it may be contended that 
if such notes are to be regarded as 
money at all they should be con- 
sidered along with deposits as they 
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are merely another form of bank 
credit. Whatever weight this argu- 
ment may have in some countries, 
it scarcely applies to Canadian con- 
ditions. For years the chartered 
banks have enjoyed the confidence 
of the public to such an extent that 
their notes have been accepted 
without question and have circu- 
lated quite as freely as those of the 
Dominion Government. That this 
prestige of Chartered bank notes 
was maintained throughout the 
depression period is indicated in 
Table II. 

An examination of Table II. re- 
veals that the quantity of Char- 
tered bank notes in circulation 
declined from 1929 to 1933. This 


Table Il. 


Note Circulation in the Hands of the Public, 1926-1936" 
Averages of Month-End Figures: 


Year Chartered Bank? 
TON 168,885,995 
a 172,100,763 
a iiscennniveanneiictininie 176,716,979 
Pi sccrventemnntncinnis 178,291,030 
Eero 159,341,085 
Ree 141,969,350 
Bei eccccncseceecccevensnes 132,165,942 
Fei bviinncnennammasese 130,362,488 
Bi resevesenscteniencesen 135,537,793 
Fee cnebsceninanivemsiahinie 125,644,102 
eR inciesitemtinininie 119,507,306 


Dominion or 


Bank of Canada‘ Total 
26,314,706 195,200,701 
27,793,500 199,894,263 
28,803,340 205,520,319 
30,003,870 208,294,900 
28,812,059 188,153,144 
28,572,011 170,541,361 
28,483,686 160,649,628 
29,066,051 159,428,539 
30,547,720 166,085,513 
47,288,651 172,932,753 
66,934,958 186,442,264 





1Source: Canada Year Book, 1937, P. 891. 
*Gross note circulation of chartered banks, 





8Total issue less notes held by chartered 
banks and notes deposited in the Cen- 
tral Gold Reserves up to March, 1935. 
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was to be expected as a result of 
the fall in prices and general slow- 
ing up of busness. But it is impor- 
tant to observe that there was no 
“flight” from bank to government 
notes as the latter also declined 
- during the first three years of the 
depression. In view, therefore, of 
the general acceptability of Cana- 
dian chartered bank notes, one is 
justified in regarding them as “cur- 
rency.””? 

Turning to the deposit aspect of 
the question, as already noted, 
plausible reasons can be advanced 
for excluding time deposits from 
the category of money. In this 
case also, so far as Canadian con- 
ditions during the period under 
consideration are concerned, the 
arguments have very little force. 
Time deposits were freely checked 
against, consequently, in respect to 
the matter of making payments, 
the distinction between time and 
demand deposits was one of degree 
rather than kind.? Inter-bank de- 
posits are excluded in order to 





1The sharp decrease in 1935 and again in 
19386 was due to the fact that the 
chartered banks were compelled by 
law to reduce their circulating notes 
in order that the Bank of Canada may 
eventually have a practical monopoly 
of note issue. 


*See Report of the Royal Commission on 
Banking and Currency in Canada, 
1933, P. 31. It is reasonable to as- 
sume that the banks’ recent policy of 
charging a fee for checks drawn on 
savings accounts has slowed up the 
velocity of circulation of time de- 
posits, 


The banks 
by mutual agreement could vastly 


avoid double counting. 


increase the amount of such 
counter-claims without affecting 
the circulating media in the hands 
of the public. A much stronger 
claim can be made for the inclusion 
of government deposits. From a 
strictly logical viewpoint such ac- 
counts should be included as they 
turn over frequently with the dis- 
bursal of public funds. Once again 
the writer offers a plea of conveni- 
ence for their omission. 

The amounts of government de- 
posits are not given separately in 
the annual deposit figures published 
in the Canada Year Book. Unfor- 
tunately the totals include deposits 
of Canadian branch banks located 
in other countries. To segregate 
government accounts from the 
totals as given would be a time- 
consuming task. In this connection 
it should be noted that government 
deposits are small relative to the 
total monetary supply, hence their 
omission will not seriously affect 
our analysis. 

Having defined money as outside 
currency plus time and demand 
deposits of the chartered banks, let 
us proceed to an examination of its 
behaviour from 1926 to 1936. Table 
III. sets forth the amount of de- 
mand and time deposits in Cana- 
dian chartered banks, the total 
quantity of money as here defined, 
and the ratio of outside currency 
to total deposits. 











Ba ' —_— - ' 


es worm tt Ww Ww a 
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Table III. 
Bank Deposits and Outside Currency in Canada, 1926-1936: 
Total 
Total Outside Ratio of 
Demandand Currency Outside 
Demand Time Time and Bank Currency to 

Deposits Deposits Deposits? Deposits? Total 

Year ($000,000) ($000,000) ($000,000) ($000,000) Deposits? 
(1) (2) (3) (4) (5) 
De ictninéstsiniiie’ 553.3 1,340.6 - 1,893.9 2,088.9 10.3 
EEE 596.1 1,399.1 1,995.2 2,195.1 10.0 
a 677.5 1,496.6 2,174.1 2,379.6 9.5 
SET 696.4 1,479.9 2,176.3 2,384.6 9.6 
Ee 622.9 1,427.6 2,050.5 2,238.7 9.2 
i aceciewsetasnesce 578.6 1,438.0 2,016.6 2,187.1 8.5 
ee 486.3 1,376.3 1,862.6 2,023.2 8.6 
488.5 1,378.5 1,867.0 2,026.4 8.5 
| EEE 514.0. 1,372.8 1,886.8 2,052.9 8.8 
es cascicnnnsivens 568.6 1,445.3 2,013.9 2,186.8 8.6 
SERRE 618.3 1,518.2 2,136.5 2,322.9 8.7 





1Source: Canada Year Book, 1937, P. 898. 


“Columns 3, 4 and 5 were computed by the author. 


The data in this table show that 
time and demand deposits moved 
in the same direction every year 
from 1926 to 1936, with three 
exceptions, namely, 1929, 1931 and 
1934. Except possibly in the case 
of 1929, when demand deposits in- 
creased by approximately $19 mil- 
lions and time deposits fell by 
roughly $16 millions, there was no 
violent shift from one form of de- 
posit to another. The unusual 
economic activity, speculation and 
otherwise, during that year appar- 
ently resulted in a considerable 
transfer from time to demand de- 
posits. The sharp demand deposit 


reduction in 1931 was not accom- 


panied by a corresponding increase 
in time accounts. Again in 1934, 
when demand deposits increased by 
$25.5 millions, time deposits fell by 
only $5.7 millions. These facts lend 
little support to Mr. J. M. Keynes’ 
theory of a shift from one form of 
deposits to another in accordance 
with the predominence of “bullish” 
or “bearish” sentiment among in- 
vestors and speculators.' 

Certain significant movements of 
outside currency and total deposits 
can be seen by an examination of 
the accompanying chart, part of 
which has been plotted from the 





1J. M. Keynes, “A Treatise on Money,” 
Vol. I., Chapter 15. 
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data presented in Table III. For 
the sake of simplicity the chart was 
drawn on the natural scale, al- 
though for purposes of portraying 
relative movements the use of a 
logarithmic scale would have been 
more satisfactory. The chart shows 
outside currency, total deposits, 
and the ratio between them. The 
arrangement of the vertical scales 
is such as to bring the currency 
and deposit curves fairly close to- 
gether in order to facilitate com- 
parison. It is evident that from 
1926 to 1931 the currency and de- 
posit curves followed different 
courses. For the remaining years 
of the period, however, their 
movements were roughly parallel. 
During 1927 and 1928 deposits in- 
creased relatively faster than out- 
side currency. This tendency was 
reversed in 1929, after which to 
1931 the percentage reduction in 
the amount of currency was greater 
than that of deposits. 

The ratio curve reveals some 
interesting facts relating to mone- 
tary behavior. It shows that the 
percentage of outside currency to 
total deposits declined (except in 
1929) from 1926 to 1931, but re- 
mained practically constant there- 
after to 1936. Does this mean that 
there was a permanent change in 
the currency using habits of the 
Canadian people after 1931? Owing 
to the brevity of the period here 
examined it_is, of course, impos- 
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in the sphere of money and bank- 
sible to state definitely whether or 
not such a change occurred. Per- 
haps the trend in the currency- 
deposit relationship between 1926 
and 1931 was abnormal. The ten- 
dency for the ratio to decline may 
have been due to “boom” and early 
depression conditions. One would 
have to carry the investigation 
back a number of years beyond 
1926 in order to determine whether 
the downward movement in the 
ratio of outside currency to de- 
posits from 1926 to 1931 was a con- 
tinuation of a previous trend or the 
result of unusual economic condi- 
tions. Professor Angell found that 
there was such a downward trend 
in the outside currency - deposit 
ratio in the United States from 
1893 to 1930. Except for a brief 
interruption during the Great War 
years, the movement was practical- 
ly contnuous.' Insofar as long-run 
economc tendencies in both coun- 
tries have generally operated in 
the same direction, it is highly 
probable that the outside currency- 
deposit ratio in Canada from the 
closing decade of the last century 
to the beginning of the great de- 
pression followed a course similar 
to that of the United States. 

In the short run, however, there 
have been great differences in the 
economic experience of these two 
countries. This is particularly true 





1J. W. Angell, op. cit., pp. 16-17. 
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ing. A noteworthy instance occur- 
red during the depression. In both 
countries outside currency and de- 
posits declined after 1929. But in 
Canada the decline was arrested in 
1933 and thereafter an upward 
movement took place in both cur- 
rency and deposits whereby the 
ratio between the two remained 
practically unchanged. It is im- 
portant to remember that the per- 
centage of outside currency to de- 
posits varied only slightly from 
1931 to 1936. In the United States, 
as in Canada, deposits fell till 1933, 
but outside currency rose suddenly 
in 1931 and continued to increase 
rapidly till 1933.1 These divergent 
movements of the outside currency 
and deposit curves resulted in a 
steep upward slope in the ratio 
curve, which contrasts sharply with 
the practically horizontal curve for 
Canada. 

The rapid rise in the amount of 
circulating currency in the United 
States between 1931 and 1934 was 
due primarily to currency hoard- 
ing. This indicated a deplorable 
lack of confidence in the banks. 
People were demanding currency 
not to spend but to hold. Being 
uncertain as to the solvency of 
their banks, they first asked for 
bank notes which were more ac- 
ceptable than deposits, but as 
uncertainty gave way to fear they 
proceeded to demand gold in place 





1J, W. Angell, op. cit., pp. 16-18. 


of notes. In other words, there 
was first a “flight” from deposits 
to notes, then from notes to specie. 
During the process the strain on 
the American banking system be- 
came increasingly heavy and 
eventually it was deemed advisable 
to abandon the gold standard. 
This experience of the United 
States had no parallel in Canada. 
As can be seen from an inspection 
of the Canadian ratio curve (see 
chart), there was no sudden in- 
crease in the percentage of outside 
currency to total deposits during 
1933. In fact, there was a slight 
tendency in the opposite direction. 
Furthermore, as already noted, the 
ratio remained practically constant, 
except for a slight rise in 1934, 
from 1931 to 1936. This stability 
in the amount of outside currency 
relative to deposits at a time when 
currency was being rapidly with- 
drawn from United States banks 
for hoarding purposes indicates to 
a considerable extent the confidence 
which the Canadian people had in 
their banking system. It has al- 
ready been pointed out that there 
was no “flight” from bank to Do- 
minion notes during the period of 
acute economic distress.* By the 
same token there are no grounds 
for believing that there was any 
tendency to hoard subsidiary coins.’ 





1See Table III., column 5. 
*See Table II. 
See Table I. 
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Whatever may be said in criticism 
of our chartered banks, every fair- 
minded person is compelled to ad- 
mire the manner in which they 
retained the public’s confidence in 
their ability to pay cash on demand. 
Whatever the ill effects of a defla- 
tionary policy after 1929, the result 
was much less harmful than infla- 
tion with loss of._confidence in our 
banks. The smooth functioning of 
Canada’s financial machinery at a 
time of great monetary disturb- 
ance across the border is evidence 
of the fundamental soundness of 
the Canadian banking system. 
Considering the period 1926-1936 
as a whole, the ratio between out- 
side currency and total deposits 
showed considerable variation. It 
declined almost steadily from 10.3 
in 1926 to 8.5 in 1931. But fluctu- 
ations after the latter date were 
small. Economists, like Irving 
Fisher,’ who have assumed for all 
practical purposes an unvarying 
percentage relationship between 
currency in circulation and de- 
posits, receive little support from 
monetary behavior in Canada dur- 
ing the boom and early depression 
periods. There is, however, some 
evidence in support of their con- 
tention in the course of events 
from 1931 to 1936. Nevertheless, 
the time was too short (five years) 
and economic conditions too un- 





‘Irving Fisher, “The Purchasing Power 
of Money” (1926), pp. 50-55. 
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settled to justify the conclusion 
that the steady ratio since 1931 
represents the normal relation be- 
tween outside currency and de- 
posits. 

Mr. R. G. Hawtrey, an English 
economist, argues that the expan- 
sion of bank credit by means of 
deposits eventually leads to an “in- 
ternal” and an “external drain” of 
cash fromthe banks.’ The “internal 
drain” takes place because people 
need more hand-to-hand currency 
as prices rise owing to the increase 
of credit. The “external drain” 
occurs when prices in the credit 
expanding country get out of line 
with world prices (assuming the 
gold standard). These drains upon 
the banking systems reserves are 
important factors in bringing the 
“boom” to an end. The data pre- 
sented in our chart lends little sup- 
port to Mr. Hawtrey’s theory. Dur- 
ing 1928, which was in many re- 
spects a boom year, the outside 
currency deposit ratio actually de- 
clined. There was, of course, a 
greater absolute amount of cur- 
rency demanded. In 1929, it is true, 
the ratio increased slightly, but 
only by 0.1 per cent. It will be 
shown below that the absolute in- 
crease in circulating currency was 
not sufficient to cause a strain on 
the banks’ reserves. Mr. Hawtrey 
postulates lag of currency expan- 





2R. G. Hawtrey, “Currency and Credit,” 
also “Trade and Credit.” 
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sion and contraction behind corre- 
sponding deposit fluctuations. 
There is some evidence to this 
effect in Canadian monetary be- 
havior from 1926 to 1929, but, 
judging from annual data, the 
_ events of 1930-1932 show that cur- 
rency preceded deposits in the 
downward movement. 

In order to demonstrate that 
there was no great strain upon the 
Canadian banking system, it is 
necessary to note the ratio of bank 
reserves to total demand and time 
deposits during the boom and de- 
pression periods. The following 
table shows the absolute amount of 
such reserves and the deposit- 
reserve ratio from 1926 to 1936. 


Table IV. 


Cash Reserves of the Canadian 
Chartered Banks, 1926 - 1936’ 


Ratio of 
Cash Reserves 
Annual to Total 
Average of Demand 
Month-end and Time 
Figures” Deposits 
Year ($000,000) (per cent) 
Bi xineccdintnete 197 10.4 
A cbdcassetetn 194 9.7 
PR csihcirisiives 205 9.4 
a 212 9.4 
BD ictiecsionscs 197 9.6 
RE 182 9.0 
Bi ickcccckevses 186 9.8 
Se 195 10.4 
RE 203 10.7 
rcs sotccancen 216 10.7 
| 225 10.5 





The data presented in Table IV. 
reveal that reserves increased by 
$15 millions between 1926 and 
1929, then declined for two years. 
However, from 1931 to 1936, they 
increased by some $43 millions. In 
support of Mr. Hawtrey’s position 
it may be pointed out that the ratio 
of reserve to deposits declined from 
10.4 per cent to 9.4 per cent during 
the 1926 to 1928 period. On the 
other hand, the ratio remained un- 
changed at 9.4 per cent in 1929, the 
culmination of the boom. This is 
contrary to what one would expect 
from Mr. MHawtrey’s_ theory. 
Furthermore, the rise in both abso- 
lute amount of reserves and 
reserve-deposit ratio from 1932 to 
1936 must not be looked upon as a 
verification of Hawtrey’s views. 
The “piling up” of reserves during 
the depression was due, in part at 
least, to the government’s attempts 
at inflation.* 

In fairness to Mr. Hawtrey, it 
must be made clear that the 
peculiarities of Canada’s monetary 
system were such as to counteract 





‘Source: Canada Year Book, 1937, p. 892. 

“Cash Reserves in the above table in- 
clude, prior to March 11, 1935, the 
gold and coin and Dominion notes 
held by the banks in Canada and de- 
posits in the Central Gold Reserves 
not ear-marked against the issue of 
bank notes, and, since the above date, 
notes of and der isits with the Bank 
of Canada. 

1See J. F. Parkinson, “Trends in Cana- 
dian Banking,” The Economist, Janu- 
ary 18th, 136, p. 51. 














the effects which he would antici- 
pate during the course of the busi- 
ness cycle. Rediscounting oper- 
ations under the provisions of the 
Finance Act enabled the chartered 
banks to obtain Dominion notes by 
depositing approved securities with 
the Department of Finance. These 
notes formed part of the banks’ 
legal reserves. As cash, whatso- 
ever its form, was withdrawn from 
the banks, they could replenish 
their reserves by discounting ac- 
ceptable securities. Both “internal” 
and “external” drains were neu- 
tralized in this manner. As a re- 
sult of this process no great alter- 
ations occurred in the amount of 
reserves or in the reserve-deposit 
ratio, but a noteworthy change did 
take place in the composition of 
reserves. Gold exported on balance 
was replaced by Dominion notes. 
Referring once more to our chart, 
it is apparent that there is a close 
relation between the amount of 
currency and credit outstanding 
and the physical volume of busi- 
ness. Generally speaking, they 
moved in the same direction from 
1926 to 1936. The connection be- 
tween money and prices is much 
looser. From 1926 to 1929 the 
amount of money increased rapidly, 
but the price level fell. After the 
depression set in, however, these 
two factors moved in roughly 
parallel courses. The decline in 
the wholesale price level during the 
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period of economic expansion sug- 
gests that production was increas- 
ing relatively faster than the 
supply of money. A comparison 
of the physical volume of business 
curve with the money curve shows 
that this actually happened. In 
this connection it is interesting to 
observe that business increased 
much more rapidly than the supply 
of money in 1929, but the price 
level decline was very slight. This 
leads to the conclusion that the 
velocity of circulation of money in- 
creased considerably during that 
year, thus preventing a greater fall 
in prices. On the other hand, from 
1929 to 1932, the reduction in both 
volume of business and wholesale 
prices exceeded that in the quantity 
of money. This clearly indicates a 
slowing up in the velocity of circul- 
ation during the depression period. 

A study of the outside currency, 
deposit and physical volume of bus- 
iness movements as pictured in the 
chart reveals that a considerable 
change occurred in the monetary 
habits of the Canadian people be- 
tween 1926 and 1936. At the end 
of this period the physical volume 
of business was 12.2% higher than 
at the beginning. Total money as 
here defined increased by almost 
the same amount, 11.2%. But, 
whereas bank deposits expanded by 
some $242.6 millions, outside cur- 
rency declined by $8.6 millions. 
This strongly suggests that rela- 
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tively more business was being 
transacted by means of deposits at 
the end of the period.’ In other 
words, the custom of making pay- 
ments through checks drawn on 
deposits grew considerably between 
1926 and 1936. But this change 
apparently took place prior to 1932. 

The principal results of this 
short investigtaion of monetary 
behaviour in Canada can be stated 
briefly as follows: There was no 
constant relation between the 
amount of outside currency and 
bank deposits for the period 1926- 
1936 as a whole. The ratio be- 
tween currency and deposits de- 
creased from 1926 to 1931, but 
remained comparatively stable 
after the latter year. There are 
no adequate grounds, however, for 
assuming that the ratio from 1931 





1There is no reason to assume that the 
average velocity of circulation of out- 
side currency relative to that of 
deposits increased between 1926 and 
1936. 


Hence it 
should not be regarded as a basis 
for banking policy. The tendency 
to demand “cash for hoarding pur- 
poses, such as appeared in the 


to 1986 was “normal.” 


United States after 1931, was 
absent in Canada. This indicates 
that the chartered banks enjoyed 
the confidence of the Canadian 
people throughout the period of 
economic adversity. Contrary to 
Mr. Hawtrey’s hypothesis, there 
was no strain on the legal reserves 
of the banks as a result of an 
“internal drain” during the boom 
years. The movements of the 
physical volume of _ business, 
money supply, and wholesale prices 
indicate that considerable vari- 
ations took place in the velocity of 
circulation of money between 1926 
and 1936. This presents a difficulty 
in the management of money be- 
cause the velocity of circultaion is 
not amenable to central bank con- 
trol. 











THE CASE FOR THE STUDY OF LOCAL 


GOVERNMENT 


KENNETH G. CRAWFORD 


HERE are in Canada 4,299 
municipalities. There are in 
Ontario over 900 municipalities. 
These Canadian municipalities have 
an annual expenditure of over 
$252,000,000. They have a bonded 
indebtedness amounting to $1,452,- 
850,565. Their individual annual 
budgets vary from a few thousand 
dollars up to thirty or forty million 
dollars. There are estimated to be 
almost fifty thousand representa- 
tives of the people in the various 
Municipal Councils, Boards of Edu- 
cation and the other civic boards 
in the Dominion. No records are 
available as to the total number of 
employees engaged in municipal 
service, but it is estimated that 
there are over two hundred thou- 
sand. The annual revenue of mu- 
nicipally owned waterworks and 
electrical undertakings in the Prov- 
ince of Ontario alone approximates 
$50,000,000 a year. Here indeed 
is big business. 

In Canada we have three grades 
or forms of Government: Dominion, 
Provincial and Municipal. By far 
the most important, from the view- 





point of its every-day contact with 
the individual citizen, is the local 
municipal government. From the 
registration of his birth to the 
issuance of the permit to bury him, 
the municipality, especially in 
urban centres, is constantly, if 
imperceptibly, in touch with the 
individual. Only by reason of the 
maintenance of an adequate water 
supply and systems for the disposal 
of sewage and wastes, to mention 
but two civic services, has the 
existence of modern cities been 
made possible at all. The fact that 
the average family, in a city such 
as London, pays an annual munici- 
pal tax of $198.00 is some indica- 
tion of the out-of-pocket cost of 
maintaining a civic administration. 


Too frequently the business man, 
pre-occupied with the struggle with 
domestic and foreign competition, 
has not shown a willingness to 
devote the time and thought neces- 
sary to take his share in the work 
of municipal government. Too 
long have taxes been looked upon 
as a necessary evil in business. 
Taxation, the burden of which has 
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been increasingly impressing itself 
on the business man in recent 
years, is, however, not an uncon- 
trollable cost in business. It is 
very definitely controllable over a 
period of time. It is also one of the 
factors in cost which will become 
rapidly more burdensome if not 
closely scrutinized, and if not sub- 
jected to a great deal more thought 
and analysis than has been devoted 
to it in the past. 

Municipal Research in the col- 
leges and universities of Canada 
has made very little progress as 
compared with the efforts and re- 
sults obtained in the universities 
of the United States. There prob- 
ably are various reasons for this, 
not the least of which has been 
budgetary limitations. It is for- 
tunate, however, that for research 
work in this field no elaborate ex- 
pensive equipment is required, as 
in work in the natural sciences. 
The municipalities in full operation 
from day to day present ample 
material upon which to base any 
study. 

Here is a practically untouched 
field for the student. It is not a 
re-working of an already over- 
cultivated area of study. Work 
here will show results. The student 
who wishes to study Canadian or 
Ontario Municipal affairs is met 
with an almost complete blank so 
far as published up-to-date material 
on the subject is concerned. It is 





true that there are magazines de- 
voted to municipal affairs. There 
are periodic reports of private or 
semi-public research organizations, 
but until the publication of Wren- 
shall’s “Municipal Accounting Pro- 
cedure” nothing approaching a gen- 
eral survey of municipal govern- 
ment, even in this Province, has 
been produced for years, of which 
copies are available. 

This is a field in which any re- 
sults which may be obtained would 
be of very real value. It is a matter 
of interest not only to the group of 
so-called political scientists, nor 
even to the practising municipal 
officer, but to every member of the 
community, for all are directly or 
indirectly affected by the efficiency, 
or otherwise, of municipal govern- 
ment. 

Many business men, knowing 
little of the methods and problems 
of government and public service, 
too readily assume that it can be 
run on what we usually describe 
as “business methods.” Without 
doubt, government administration 
can benefit by the adoption and 
adaptation of some of the methods 
of private business. But such 
methods cannot be applied without 
due adjustment and allowance for 
the difference in the problem. A 
contribution to the improvement of 
public administration in any field 
is a direct contribution to the 
lightening of the burden of tax- 
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ation, one of the major problems 
of business. 

Municipal Government is not one 
hundred per cent. efficient and 
probably never will be. It can, 
however, be immensely improved 
in its technique. It is in this direc- 
tion that we hope for the greatest 
contribution from the student and 
researcher. He has a detached and 
non-political basis from which to 
view the conditions. He can be of 


assistance both to the practising 


municipal officer and to the elected 
representatives. His is the task of 
increasing efficiency in existing 
operations, suggesting enlarged 
fields of service, and the most effec- 
tive means of providing the ma- 
chinery. It is inevitable that the 
man actually engaged in the day- 
to-day operation of any business— 
and municipal government is today 
more business than government— 
should lose perspective. 

This is a much more difficult 
field for the research student of 
business training than is ordinary 
business. Here he has no control 
in the form of profits to determine 
the success or otherwise of a given 
action or programme. Cost is not 
the determinnig factor in govern- 
ment. It may be that what, from 
a business point of view, is the 
wrong course to pursue, is, from 
the standpoint of social values, the 
best. The factors to be considered 





and the ends to be attained, the 
means of attainment and the com- 
plexity of the policy determining 
bodies make of public business a 
problem far more intricate and diffi- 
cult than that of private business. 
In public business the aim itself, 
particularly in a democracy, is con- 
stantly subjected to change, which 
only serves to complicate the prob- 
lem. 

There are urgent problems in 
municipal government today cry- 
ing out for solution which should 
be of intense interest to the stu- 
dent, that will challenge the best 
that is in him. The making of 
even a small contribution to their 
solution would be a public service 
of extreme value. Part of the re- 
ward in work of this type is the 
satisfaction of benefiting the whole 
community. 

There is a very limited field for 
the expert in local government in 
Canada today. It has not been the 
practice in this country, when fill- 
ing vacancies in civic service, to 
transfer men from one municipal- 
ity to another, except in the case 
of technically trained men, such as 
engineers. One reason, no doubt, 
has been that there have been no 
recognized standards of training in 
other branches of civic service. 

It may be that with the develop- 
ment of standards such as have 
been developed extensively in civic 
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service in England and among the 
City Managers and other groups in 
the United States we shall arrive 
at the time when the civic servant 
in the smaller place, who is proper- 
ly qualified and gives evidence of 
ability, may reasonably look for- 
ward to promotion to a larger field. 
More and more, even today, munici- 
palities and governments are forced 
by the increasing complexity of the 
problems of administration to re- 
quire a steadily rising standard of 
ability and training for those who 
are to perform any but routine 
tasks. 

It is a standard comment that 
the people get the quality of gov- 
ernment which they deserve. While 
this statement is open to question 
and might quite easily be refuted, 
I think it is true that the people 
can have as good a quality of gov- 
ernment as they insist upon. 

One of the most expensive habits 
common to democracies is the cus- 
tom of belittling the efforts of the 
elected representatives in the at- 
tempts to achieve good government 
and improved public service. Any 
lack of quality is largely the result, 
not of the deficiency of the legisla- 
tor or administrator, but of the 
apathy and indifference of the 
public. An awakened interest in 
public business invariably pro- 
duces results. Perhaps the great- 
est problem to be solved in local, 
as well as in the senior, gov- 


ernments is how to awaken and 
sustain the intelligent interest of 
the voter or shareholder in the 
community. The students who 
may reasonably be expected to be 
the leaders of the future owe it to 
the community which has made 
their training possible to take an 
interest in its government and to 
make what contribution they can 
to the solution of its problems. 

It is evident to all students of 
municipal government that in the 
not too distant future there will 
have to be radical changes in the 
organization and financing of local 
affairs. Dependent, as they are, 
almost exclusively on land for their 
revenues, municipalities cannot 
long continue to carry the load of 
social and other services placed 
upon them. The owner of real 
estate cannot carry the tremendous 
burden of services, many of which 
have no relationship to land owner- 
ship. 

The correct solution of this prob- 
lem requires more serious and 
thorough study than has yet been 
devoted to it. An answer to the 
problem will have to be arrived at 
soon. The solution will vitally 
affect every householder in this 
Province and should go far toward 
assisting in the solution of our 
most pressing national problem, un- 
employment. A change in the sys- 
tem that will remove the penalty 
from home ownership will make 
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effective the demand for home con- 
struction and will, in turn, resur- 
rect the construction industry 
which for some years has been the 
heavy drag on the wheels of eco- 
nomic recovery. 

No student of business or eco- 
nomics has completely rounded out 
his studies without a considerable 
study of the largest and most im- 
portant business to be found in any 
community, namely, government. 
Probably no type of student has as 
great possibilities of making a real 
contribution in the field of study of 
municipal government as one who 
has a good grounding in business 
and commerce. The Rt. Hon. Mr. 
Baldwin, in his last public speech 





to a great audience as Prime Minis- 
ter in May last, addressing a 
gathering of young people from all 
parts of the Empire in Albert Hall, 
stated that in his opinion the big 
problem of the coming quarter 
century would be the problem of 
government. No type of business 
in Canada today is expanding as 
rapidly as is that of government. 
No field of research offers as great 
an opportunity for service, as wide 
a range of interest, as virgin a 
territory for exploration, as the 
field of municipal government in 
which in Canada there are over ten 
million customers and but very few 
professionally trained experts. 














PLANNING FOR ECONOMIC RECOVERY IN SWEDEN 


AND AUSTRALIA 


BENJAMIN HIGGINS 


Epitor’s Note: This is the first 
half of the article “Planning for 
Economic Recovery in Sweden and 
Australia.” The second half will 
appear in the next issue. 


* * * 


I.—Introductory 


A all the countries that 
suffered from the most recent 
depression, there are two that seem 
to have made remarkable recover- 
ies: Sweden and Australia. Close 
examination may not corroborate 
the widespread belief that these 
countries have in fact made the 
most spectacular comebacks from 
the crushing economic blows re- 
ceived in 1929; but, at any rate, 
these are the countries most often 
presented as shining examples of 
the benefits of “planning” for re- 
covery. It is true that in both coun- 
tries there was put into operation 
during the depression more or less 
well-constructed plans, and it is 
true that subsequent to putting 
these plans into operation economic 
conditions in both these countries 
improved. It was only to be ex- 
pected that many people would con- 





clude without further investigation 
that the “planning” was the cause 
of the recovery, both necessary and 
sufficient. “Post hoc, ergo propter 
hoc.” The proposition invites more 
thorough study. It is worth try- 
ing to find out just to what degree 
the recovery of these two countries 
is due to planning, or to what parts 
of the “plans” the recovery is pri- 
marily due. Possibly rules of con- 
duct for governments faced with a 
depressed economic system which 
cries aloud for aid will emerge. 
The study of the problem is par- 
ticularly alluring because there is 
a possibility not only of comparing, 
but also of contrasting the plans of 
the two countries. There is just 
enough difference in the methods 
used to warrant hope that the ex- 
perience of the two countries may 
throw some light on the efficacy 
of these methods. It may even be 
that certain highly important the- 
oretical problems may be made 
easier to solve. For, speaking very 
roughly, Sweden’s policy was infla- 
tionary and Australia’s deflation- 
ary. Which method is more effec- 
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tive in producing prosperity ? Price- 
raising or cost-reduction ? 


On the whole, the two countries 
are quite a lot alike. Both have 
populations of about six and a half 
millions. In both countries the 
population is fairly homogeneous, 
although it is more so in Sweden. 
In both countries the population is 
healthy and vigorous, the level of 
education, industrial efficiency, 
and the standard of living are high. 
The difference in area is less strik- 
ing when one realizes that one- 
third of the area of Australia is 
desert, other sections have insuffi- 
cient rainfall, and there is much 
scrub and tropical forest. Neither 
country is densely populated. Both 
countries are largely dependent 
upon the British market, and upon 
two or three important exports. In 
Sweden, these products are lumber 
and iron, for the most part semi- 
processed. In Australia, the prod- 
ucts are wool and wheat. Both 
countries are small enough to be 
able to change their trade or ex- 
change policy without serious inter- 
national reactions. Both countries 
are comparatively well provided 
with raw materials. Both countries 
have had democratic government, 
with a tendency to experiment in 
the economic field. Both are used 
to economic control. Both have had 
strong trade union movements. 
Finally, in both countries there has 





been a close relationship between 
economic theory and economic 
practice, and professional econom- 
ists have the respect of the public 
—probably more than in any other 
countries in the world. A natural 
consequence of this is that the level 
of understanding of economic ques- 
tions by laymen is comparatively 
high in each of the two countries. 
We conclude, therefore, that the 
countries under consideration are 
similar enough to justify a com- 
parison of their recovery measures 
and the results of those measures. 


IIl.—Sweden, Boom and Depression 

In order to study any depression 
one must examine the boom which 
precedes it. After the Great War, 
Sweden found herself in the midst 
of an intense. depression. The in- 
dex of security prices fell from 376 
to 77; the wholesale price level fell 
from 366 to 160. Unemployment 
rose to 35% of trade union mem- 
bers. Nor did she find the way out 
of the economic mire easy. Recov- 
ery came less quickly than in other 
countries. The liquidation which 
began in the fall of 1920 continued 
for almost two years. During the 
latter part of 1922 there was a very 
slight but steady improvement. 
Wholesale prices showed a small 
increase, and the trade unions had 
been sufficiently weakened for 
wages to fall to something like an 
equilibrium level. Employment be- 
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gan to increase. During 1923 little 
progress was made. Foreign trade 
was aided by the maintenance of 
the krona at par, by exchange con- 
trol which took the form of buying 
foreign securities whenever the 
krona showed a tendency to rise. 
The Swedish stock market con- 
tinued bearish, despite gains on the 
London and New York exchanges. 

In March of 1924 Sweden re- 
turned to the gold standard. Since 
the krona had been at par for over 
a year, the only effect of this move 
was the elimination of any uncer- 
tainty that may still have been 
attached to the exchange rates, 
thus providing a somewhat firmer 
basis for international transactions. 
The year 1924 was not a boom year. 
The government’s determination to 
keep the budget balanced and re- 
duce expenditures exerted a general 
deflationary pressure. The follow- 
ing year was fairly prosperous, but 
still far from booming. Prices con- 
tinued to sag, with less offsetting 
reduction in costs thaa there was in 
other countries. Employment re- 
mained stable. The budget for 
1924-25 again showed a substan- 
tial surplus, and the Riksbank re- 
discount rate remained high at 
514%. There was clearly little in- 
flation either by banks or the gov- 
ernment. In 1926 the upward 
movement continued. The bank 
rate was reduced to 414%, and 
there was plenty of money offered 





at that rate to supply all demands. 
However, much investment was 
foreign, so that the rise in Swedish 
shares and the expansion of 
Swedish industry was less than 
proportionate to the expansion of 
credit. Unemployment remained 
at about 10% of trade union mem- 
bers, the note circulation remained 
stable, and the budget again yield- 
ed a surplus. 

Sweden seems to have escaped 
the recession felt in other countries 
during 1927. Little change can be 
discerned during the year. On the 
other hand, Sweden did not experi- 
ence any violent boom in 1928 and 
1929. During 1928 the most obvi- 
ous change was in the _ stock 
market, which showed considerable 
buoyancy. Employment increased 
somewhat, and even the depressed 
iron industry showed slight im- 
provement. In the latter part of 
the year the bank rate, which had 
been reduced to 4%, was raised 
again to 414% to protect the Riks- 
bank against potential losses of 
gold reserves as a result of the rise 
in the interest rates in America, 
but the general interest structure 
does not seem to have been affected. 
The first three-quarters of 1929 
showed little change. Uncertainty 
as to interest rates caused hesi- 
tancy on the part of producers and 
investors. The stock market showed 
a decided downward trend through- 
out the whole year. Output and 
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employment did not change sig- 
nificantly. The crash in America 
led to a raising of the bank rate to 
514%, but industry was not imme- 
diately affected. The year 1928-29 
showed a budget surplus as usual, 
and the foreign trade balance im- 
proved. 

Taking the period 1923-29 as a 
whole, we see that Sweden did not 
have a boom. She had a slow, care- 
fully controlled recovery. The last 
three years of this period could 
even be described as prosperous, 
although unemployment remained 
at a high figure, and one important 
industry, viz. iron, did not even 
approximate capacity production. 
The financial policy was most cir- 
cumspect, expenditures showing 
only slight increases, and surpluses 
being obtained in all but two years, 
when the deficit was small. Revenue 
was derived almost entirely from 
taxation, duties, and profits on 
state enterprises. Few new loans 
were floated. No violent credit 
inflation occurred as in the United 
States, and the note circulation 
scarcely changed at all during the 
period. The value of stock market 
shares rose only 70% from 1924 to 
1929. In New York they rose over 
200%. The wholesale price level 
fell considerably more in Sweden 
from 1922-1929 than it did in 
either England or America, which 
is at least some indication that the 





degree of profit inflation was less. 
The shift to capital goods indus- 
tries, which is always a danger 
signal, occurred in Sweden only to 
a very slight degree. Physical out- 
put in production goods industries 
rose from 103 to 150, and in con- 
sumption goods industries from 109 
to 143. Figures for employment in 
each of the two fields show similar 
results; the “lengthening of the 
period of investment” was not very 
marked. Swedish prosperity was 
based largely upon her favourable 
trade relations. We have already 
mentioned the stability and relative 
undervaluation of her currency as 
causes of this. In addition, there 
was the boom in the United States 
and Germany, with an accompany- 
ing increase in demand for capital 
goods by those countries, which 
was significant since Sweden’s ex- 
ports are largely capital goods; and 
there was the secular shift in de- 
mand to products in which Sweden 
specializes. Here may be mentioned 
in particular the growth of the 
cellulose industry, and the expan- 
sion of the paper industry, especial- 
ly for newsprint, etc. It might also 
be pointed out that Swedish indus- 
try, at least in the private sector, 
is not of a sort which requires a 
tremendous investment in fixed 
capital. It is an industrial country, 
but not a manufacturing country. 
Its exports are not finished goods, 
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but half-finished goods. Thus the 
“acceleration principle” did not 
operate on so disastrous a scale in 
Sweden as it did in the United 
States. 

Not having had a violent inflation- 
ary boom, it was only to be expect- 
.ed that Sweden would not have a 
precipitous collapse and an intense, 
prolonged depression. The mal- 
adjustment and disequilibrium was 
not on a scale which necessitated 
drastic revisions and painful re- 
adjustment. Indeed, during 1930 
no serious setback took place. In 
the latter half of the year, con- 
tracted production and sales, ac- 
companied by increasing unemploy- 
ment, had begun to show their 
presence, and the export industries 
suffered particularly. Yet nothing 
which could be called a “crash” had 
occurred. The stock market de- 
clined, but at the end of 1930 it 
was still above the average for 
1927. Even 1931 exhibited no great 
stress during its first half. Indeed, 
during the second quarter employ- 
ment actually increased. The de- 
cline continued, but only gradually. 
The raising of the Bank of Eng- 
land rate, in an endeavour to pro- 
tect the slender gold _ reserve, 
necessitated a rise in the Swedish 
rate from 3% to 4%, thus adding 
to the deflationary tendencies. 
When England left the gold stand- 
ard in September, Sweden followed 
suit, and thus with England ob- 





tained the temporary advantage of 
a devalued currency. The stock 
market fell. Unemployment reached 
the highest figure since the depths 
of the previous depression. And 
yet production continued, price 
levels did not fall catastrophically, 
and the economic structure was far 
from collapse. 

The outstanding event of 1932 
was the collapse of the Kreuger 
bubble. Actually, Sweden did not 
suffer as much from this gigantic 
failure as might be surmised. Most 
of the stock issued by the Kreuger 
concerns was held abroad. The 
very fact that the capital issues 
represented almost entirely a finan- 
cial superstructure meant that the 
financial collapse did not involve 
industrial contraction on anything 
like the same scale. The stock 
market was undermined by the 
downward plunge of the Kreuger 
securities, but even this development 
was not without its compensations. 
As Professor Ohlin has suggested, 
the Kreuger collapse forced a rapid 
and complete deflation, leaving 
Sweden in a position to begin the 
slow climb back towards prosper- 
ity. 

The depression in Sweden was 
not nearly so severe as in other 
countries, such as the United States 
and Great Britain. Production fell 
only 20%, as compared with a fall 
of 50% in the U.S.A. Unemploy- 
ment reached a figure of only 314 % 
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of the working population, equiva- 
lent to a figure of about five 
millions in the U.S. A., where the 
actual figure of employment was 
two or three times that amount. 
Capital values were fairly well 
maintained. Shares fell only about 
50%, while in America they fell 
over 200 points. Wholesale prices 
declined less than in America, as 
did also the cost of living. The 
decline in pig-iron production was 
much less than the decline in the 
previous depression. The trades 
unions unemployment did not rise 
so much as in the crash of 1921. 

We have analyzed the boom and 
depression in Sweden in some de- 
tail, because in them lies the basis 
for an estimate of the true sig- 
nificance of the Swedish recovery. 
The task facing the Swedish Gov- 
ernment was not so Gargantuan as 
in most countries. No great mal- 
adjustment of economic forces 
existed. 


IlIl.—Australia, Boom and 
Depression 


The story of Australia during 
the war period is that of any non- 
European participant. The demand 
for war supplies made possible a 
tremendous increase in exports at 
greatly enhanced prices. The usual 
credit and monetary inflation was 
aggravated by expenditure on 
public works and railways. The 


inflationary expansion continued 
for a couple of years after the war, 
and was followed by a catastrophic 
collapse. Unlike Sweden, however, 
Australia recovered fairly quickly 
and launched upon a distinct boom. 
Despite a gradual decline in the 
price level after 1923, value produc- 
tion increased about 35% from that 
year to 1927-28. The value of 
wool production approximately 
doubled during the boom years, as 
did also wheat acreage and value 
production. The value of shares 
rose 60%. Since the post-war de- 
pression was mild, Australia was 
starting from a relatively high 
point, and compared with pre-war 
figures, the situation in 1927 would 
indicate a much greater expansion. 
The important point is that Aus- 
tralia had a real boom, in the sense 
of attaining a level of activity 
which, since it was due to artificial 
support, could not be maintained. 
There were many unhealthy fea- 
tures in the Australian boom. For 
one thing, the growth of industry 
during the war made necessary 
either a difficult readjustment after 
the war, or protection. Australia 
chose the latter course. This en- 
couragement to industry provided 
a field for bank loans, and the Lon- 
don balances which resulted from 
import restrictions provided the 
basis for the loans. Thus, apart 
from the uneconomic distribution 
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of resources which resulted from 
protection, it gave additional im- 
petus to credit inflation. It meant, 
too, that a decline in agricultural 
income, dependent largely on ex- 
ports, would have much more seri- 
ous repercussion than it could have 
’ before the war, when manufactur- 
ing and heavy industry was rela- 
tively unimportant. The fall in 
farmers’ income would result in a 
reduced demand for manufactured 
goods, and thus (through the 
“acceleration principle’ or the 
“multiplier”) a much greater de- 
cline in demand for capital goods. 
Moreover, by 1928, when import 
duties were about 20% of the value 
of imports, these duties were a 
substantial part of government 
revenue, the loss of which would 
make budget-balancing very diffi- 
cult. 

Secondly, the rise in wage rates 
resulted in a high “normal’’ level 
of unemployment throughout the 
whole of the boom. In one respect, 
these high wages may have been 
advantageous, since it narrowed 
the profit margin and so provided 
something of a check to expansion. 
Unfortunately, it meant that some- 
thing had to be done to maintain 
these unemployed; what was done 
was to undertake large amounts of 
public works. As a result, the gov- 


ernment had a deficit from 1925 on, 
which, of course, left it in a pre- 
carious position. 


Sweden, let us 





remember, had budget surpluses 
throughout most of the boom. 
The increase in per capita expendi- 
ture had an inflationary effect 
which much more than offset the 
restraining force of high wages. 

This effect was even more marked 
because of the general credit infla- 
tion. Price levels fell less in Aus- 
tralia during the twenties (about 

%) than in other countries, which 
is at least some indication that the 
degree of inflation was greater 
there. Deposits rose from 222.4 
million pounds to 302.3; advances 
from, while it may not have been 
unsound in itself, nevertheless 
could cause extremely unpleasant 
reactions in the case of a world 
depression. 

As one would expect from the 
above survey of the Australian 
situation during the boom, the de- 
pression which followed was catas- 
trophic. The peak of the boom 
seems to have been reached in 
1927, but the real collapse did not 
come until 1929, with the loss of 
export trade resulting from the 
world depression. The value of 
exports fell from 140 million pounds 
to 64 millions. If we estimate one 
pound of exports as equivalent to 
three pounds of total income, we 
would expect a decline in income 
of three times (140-64) equals 228 
million pounds. In fact, national 
income declined from 645 million 
pounds in 1928-29 to 430 millions 
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in 1931-32, a loss of 215 millions. 
Copland, in his book, emphasizes 
this loss of income as the main 
feature of the crisis. Indeed, it was 
a serious loss, amounting to almost 
200 dollars per capita. Money in- 
come declined at least 33%, and 
real income about 20%. Per capita 
income fell 26% from 1926-27 to 
the depths of the depression. The 
prices of two principle exports fell 
drastically—50% in the case of 
wool and 60% in the case of wheat. 
Cash returns to the wool industry 
fell 6.1% in 1928-29, another 40% 
in 1929-30, and another 18.4% in 
1930-31. Profits of the pastoral 
companies declined from 8.13% in 
1928-29 to .67% in 1930-31. The 
wholesale price index went down 
26%. The value of shares de- 
creased from 169.4 to 74.4, and the 
prices of common stocks were cut 
in half. The unemployment index 
rose from 86.1 in 1929 to 277 in 
1932; trade union unemployment 
reached 30%. It was not only the 
destruction of the export market 
which was responsible for the col- 
lapse. The supply of foreign capi- 
tal, which had amounted to 30 
million pounds at the height of the 
boom, was cut off entirely. The 
over-expanded banks, suffering a 
drain in reserves from the en- 
deavour to meet interest payments 
on the foreign debt, were compelled 
to contract credit at home. The 


loss of income meant also a fall in 
imports, and so in this source of 
revenue. Maintenance of public 
works became difficult, and the bur- 
den of unemployment was thus in- 
creased. The weak industries found 
themselves in need of further pro- 
tection, which meant further re- 
ductions in revenue from customs 
and further declines in exports. 
The Australian depression was 
not markedly different from that of 
Great Britain and the United 
States. Had it not been for the 
international complications, the in- 
tensity of the Australian depres- 
sion would certainly have been less 
than in other countries. It is evi- 
dent, however, that the depression 
was much more severe in Australia 
than in Sweden. In Australia there 
had been a serious distortion of 
the economic structure during the 
boom, and the resulting collapse 
presented grave problems of recon- 
struction. Other things being equal, 
therefore, the Australian accom- 
plishment in inducing recovery was 
much more remarkable and much 
more significant than the Swedish. 
If we can find important differences 
in the policies of the two countries 
in dealing with depression, and if 
the present degrees of prosperity 
are similar, we will have at least 
some indication.that the Australian 
method was more effective. 














IV.—Wages and Industrial 
Disputes 


There was one difference be- 
tween the Swedish situation and 
the Australian during the depres- 
sion that warrants especial atten- 
tion. Any divergances of policy 
between two governments dealing 
with the same sort of problem will 
depend not only on differences in 
theoretical approach, but also on 
differences in political plausibility. 
Undoubtedly, one reason why the 
Australian Government reduced 
wages while Sweden maintained 
incomes was that in Australia wage 
reduction was much safer from a 
political point of view. 


Both Sweden and Australia have 
had their share of industrial dis- 
putes. In Sweden, however, no 
genuine solution to the problem of 
dealing with them has been de- 
veloped. In Australia, on the other 
hand, there has been a long experi- 
ence in compulsory arbitration and 
wage regulation. Workers in Aus- 
tralia were used to the idea of hav- 
ing wages controlled by govern- 
mental bodies. In Sweden, any such 
intervention would certainly have 
been resented. However, it is also 
significant that Swedish economists 
on the whole are opposed to this 
policy on purely theoretical grounds, 
maintaining that the loss of pur- 
chasing power which is the imme- 
diate effect of wage-reduction leads 
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to further contraction instead of to 
the desired expansion. 


V.—Planning for Recovery 
in Sweden 


The: chief causes of revival in 
Sweden seem to have been the fol- 
lowing: 


1. Early abandonment of the 
gold standard, and subsequent ex- 
change control. As we have men- 
tioned above, Sweden followed 
Great Britain in the fall of 1931 in 
going off gold. The immediate re- 
sult was a rise in the sterling- 
krona rate from 14.50 to 17.85; by 
the 17th of November the rate had 
reached par. The Riksbank de- 
cided to maintain it at this level. 
In order to do so in face of the 
pressure on foreign exchange re- 
serves by foreign payments, credit 
for import purposes was restricted. 
This devaluation and credit dis- 
crimination resulted in a substan- 
tial reduction of imports, thus 
stimulating demand for domestic 
products. Exports did not in- 
crease, gold value of exports being 
no better maintained than in gold 
bloc countries; but the krona price 
of exports was increased, and so 
exporters’ profits increased. The 
depreciation of the krona in terms 
of gold was about 40%. The result 
was that, although depression 
deepened in 1932, the intensifica- 
tion was considerably less than in 
other countries. As Ohlin has put 
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it, “a fall of 15-20% in wholesale 
prices such as the gold countries 
had to experience would have seri- 
ously aggravated the crisis.” The 
stability of the exchange rate also 
aided by stimulating confidence, 
particularly in the export trades. 

2. Controlled inflation. During 
1931, the declared policy of the 
government was to “preserve in- 
ternal purchasing power of the 
krona in the hands of the consum- 
ers,” and to prevent inflation. How- 
ever, even in that year there was a 
budget deficit. During 1932 opinion 
on this matter changed, and the 
Labour Government which came to 
power in the fall of that year 
frankly undertook to raise the 
wholesale price level. This policy 
was upheld by the Currency Com- 
mission of 1933. The idea was to 
raise wholesale prices without rais- 
ing retail prices or wage-costs, 
thus stimulating industry and 
maintaining consumption. Direct 
action was concentrated upon the 
raising of the wholesale prices. The 
Administration counted upon nat- 
ural lags to prevent wages and 
retail prices from rising as quickly. 
The means used to accomplish this 
end were: 

(a) Reduction of interest rates. 
In September, 1931, the bank rate 
had been raised to 8%, and in Octo- 
ber it was reduced to 6%. On 
March 3rd, 1932, it was brought 





down to 5%. The Kreuger crash 
interrupted this downward revision 
of the rediscount rate, but by 
August of 1932 it had fallen to 
314%. The rates of the commercial 
banks lagged, and in the spring of 
1933 the Riksbank entered into 
negotiations with them for a fur- 
ther reduction. By December the 
rate was down to 214%, and at the 
beginning of 1934 the commercial 
banks lowered their deposit rate to 
3%. The yield on government 
bonds was reduced from the 1929 
level of 4.6% to 3.15%. 

(b) Open market buying. Be- 
tween December, 1931, and Decem- 
ber, 1933, the Riksbank bought 900 
millions in securities, foreign ex- 
change, and gold. Foreign securi- 
ties were also sold abroad, and the 
exchange sold to the Bank of 
Sweden, which made more kronor 
available for purchasing power. 

(c) Budget deficits. The budget 
remained unbalanced from the 
financial years 1931-32 until 1935- 
36. Wigforss, in his first budget, de- 
cided to borrow 160 million kronor 
to finance non-self-liquidating pub- 
lic works. The following year pro- 
vided for further borrowing of 120 
millions for such “unproductive” 
public works. In addition, invest- 
ment in state industries was in- 
creased; a tremendous government 
building programme was launched, 
in which 90 million dollars were 
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spent on housing—which is $15 per 
capita, equivalent of two millions 
in the United States; old age pen- 
sions were enhanced; and aid was 
given to agriculture. Aggregate 
expenditure grew from 779.31 mil- 
lion kronor in 1929-30 to 1,106.35 
millions in 1934-35, an increase of 
42%. Taxation was, of course, in- 
creased; but nearly one-quarter of 
this expenditure was financed by 
loans. 

It is interesting to note that the 
government at no time attempted 
to veil its operations in secrecy, and 
this fact accounts for much of its 
success. Business, assured of a 
stable exchange rate, easy money, 
government financial assistance, 
and yet no wild inflation, naturally 
became optimistic; and an optim- 
istic business world is all that is 
necessary for economic recovery. 

Although trade remained essen- 
tially free, the government depart- 
ed from the traditional “single- 
tariff’ policy to the extent of 
giving special protection to agri- 
culture. The form which this 
protection took was, for example, 
compelling millers to use a certain 
quota of home-grown flour, and giv- 
ing them a monopoly of the import 
of bread grain. Sugar beet produc- 
ers were first assured of sales of 
certain amounts at fixed prices, and 
later given an import monopoly like 
that of the millers. Live stock and 
dairy prices were also supported in 
similar ways. 


There seems to me little doubt 
that the co-operatives were not a 
significant factor in recovery. 
After all, only 10% of the whole- 
sale trade and of manufacturing 
for domestic consumption is handled 
co-operatively—less than in Eng- 
land. It would seem that the co-ops 
have been remarkably effective in 
smashing monopolies. It does not 
follow, however, that “it is a fair 
assumption that these same forces 
served to temper the depression in 
Sweden,” or that in tending to pre- 
vent “monopoly concentration of 
capital and industry” they also pre- 
vented “all the self-destructive 
elements inherent in the rapid con- 
centration of wealth.”' Prof. Adolf 
Loewe has made a good case for 
the emergence of a crisis through 
inventions leading to monopoly, 
and the effects of technological 
progress on employment seem to be 
worse where monopoly exists; but, 
generally speaking, monopolies are 
better able to withstand depression 
than competitive industries. More- 
over, it is quite likely that mon- 
opolies, which tend to restrict out- 
put, involve less capital investment, 
and less chance of over-investment, 
than a large number of competing 
firms in the same industry. The 
exact relationship of imperfect 
competition to the trade cycle has 
yet to be worked out; and such un- 
qualified statements as_ those 





‘Childs: “Sweden, the Middle Way.” p. 
158. 
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quoted above merely indicate the 
lack of a scientific approach. The 
smashing of monopolies is an end 
worthy in itself; in eulogizing 
Swedish co-operatives and state in- 
dustries, it is not necessary to 
make them the cure for depression 
as well; and when the pretext for 
doing so is flimsy, it is far better 
to remain on the safe side. 

There was at least one element 
in the recovery of Sweden which 
was not the direct result of plan- 





ning. Improvement in conditions 
abroad in 1933 led to an increase in 
exports. The value of commodity 
exports rose 21% in 1933, while 
imports rose 19%. A visible pas- 
sive balance of 58 millions kronor 
was turned into an active balance 
of 78 millions. During 1934 the 
trade balance was even more 
satisfactory. Iron-ore, engineering 
goods, paper, pulp, and timber in- 
dustries benefited thereby. 


(Continued in Next Issue) 








THE PROBLEMS OF A SHAREHOLDER 


C. C. CARROTHERS 


T was evident that Mr. Mild 
was troubled. His mien, usually 
diffident, suggested outraged per- 
plexity. As he seated himself in 
his lawyers’ office he broke into 
what for him was a _ veritable 
storm of protest. It appeared that 
a few years back on the death of 
an aunt he had found himself the 
owner of a sizeable block of stock 
in a large corporation. Year by 
year dividends had decreased until 
now they were even lower than 
bank interest. Until this year Mr. 
Mild had suffered his loss in 
silence. He had received a notice 
of the annual meeting a few days 
ago and had felt it his duty to 
attend; not, mind you, only for his 
own sake, but in the interests of 
other shareholders who might be, 
as he was, in total ignorance of the 
reasons for these continuing losses. 
It was evident from Mr. Mild’s 
story that he had only with great 
difficulty screwed his courage to 
the point of attendance at the 
meeting. It was further evident 
that the attendance had been with- 
out result. Hence Mr. Mild’s 
righteous indignation. Was he not 
a part of the company? Had he 


not a right to all the information 
he wanted? He would bring an 
action and then they would see 
they couldn’t go too far with an 
aroused Mr. Mild; and so on. 
From further questioning it ap- 
peared that Mr. Mild had been 
inquisitive about the statement 
presented by the President. In 
reply he was assured he would re- 
ceive a copy and if on examining it 
he wished any information he could 
call at the office and receive it. But 
it appeared further that the time 
of the annual meeting could scarce- 
ly be taken up, informing Mr. Mild 
of the inner workings of the com- 
pany. Mr. Mild learned that the 
annual meeting resembled a gath- 
ering of a mutual admiration so- 
ciety. And so Mr. Mild had mingled 
feelings of perplexity and outrage. 
In the subsequent interviews 
with his lawyer Mr. Mild learned 
many things. He was not a part 
of the company. A corporation is 
a separate entity, entirely inde- 
pendent of the shareholders. It is 
an artificial person, acting through 
a Board of Directors and having as 
a signature a corporate seal. The 
shareholders exercise indirect con- 
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trol by their right annually to elect 
the Board of Directors. But each 
share has one vote and the major- 
ity of votes cast decides a matter. 
If the shareholder cannot attend he 
may vote by proxy, appointing an- 
other shareholder as his voting 
agent. 

Regarding dividends Mr. Mild 
learned that he has no absolute 
right to receive any at all. The 
directors must declare a dividend, 
then the company is his debtor for 
his share of them. But his rights 
commence only after the declara- 
tion. Once legally payable there is 
no right to revoke the declaration. 
After the transfer of a share the 
dividends belong to the transferee. 
It seemed though there might be 
some right in the shareholder to 
compel the declaration. Where a 
memorandum of agreement which 
formed the basis for the incorpora- 
tion provided that profits should be 
applied in payment of dividends, 
and the accounts showed sufficient 
monies in the treasury to pay some 
dividends, the court held that a 
shareholder was within his rights 
in bringing action for a declaration 
that the profits should be so ap- 
plied. This right of action is, how- 
ever, very limited. 

Well, Mr. Mild wanted to know, 
what rights has a shareholder who 
belongs to the minority group in 
the company? He learned that 
substantially, in the absence of ex- 
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press provisions to the contrary the 
majority vote rules, and binds the 
minority. In acts of internal man- 
agement the majority is supreme, 
so long as it acts in good faith and 
with due consideration for the 
opinion of the minority. In its gen- 
eral application the rule is carried 
to great lengths. So where the 
directors of a company passed a 
resolution, and such _ resolution 
could have been sanctioned by a 
meeting of the shareholders, an 
action to impeach the resolution 
brought at the instance of a minor- 
ity group, was dismissed on the 
grounds that a meeting might be 
called forthwith and the majority 
vote to validate the resolution. 
The majority may even modify 
the nature of the business, they 
may dispose of it, may wind up the 
company, may surrender the char- 
ter. More seriously, from the point 
of view of the minority shareholder 
the majority may treat him very 
unfairly. So long as there is no 
fraud, nor inequality in the treat- 
ment accorded all shareholders the 
unfairness in itself gives no right 
of action. As a specific example of 
this the directors and owners of a 
mining company quietly bought in 
enough stock of a rival company to 
acquire control of it. They then 
entered into an agreement to sell 
the rival mine to their own com- 
pany. On an action by the minority 
complaining of this high-handed 
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and obviously unfair treatment it 
was held that as there was nothing 
illegal in the actions of the major- 
ity, no action would lie. The fact 
that it was disadvantageous to the 
minority did not make it iegally 
objectionable. 

As a result of this and other 
similar cases the Provincial Legis- 
lature enacted what was known as 
the Minority Shareholders Rights 
Act. The intention of the act was 
excellent. Unfortunately its pro- 
mulgation was made dependent on 
the enactment of similar legisla- 
tion by the Dominion. Parliament 
has failed thus far to take this 
step and the act which has been 
standing on the Statute books of 
Ontario since 1914 was dropped in 
the 1937 revision of the Ontario 
Statutes. Mr. Mild’s lawyer had 
to assure him that no one seemed 
to know why such an excellent bit 
of legislation should have been so 
coldly received at Ottawa. 

Mr. Mild’s ever-growing sense of 
defeat was checked here. Beyond 
being unfair to minorities the ma- 
jority must not go. They may not 
make distinctions between share- 
holders of the same class. They 
may not divert corporation funds 
to purposes other than those for 
which they were procured. Nor 
can a majority of the shareholders 
validate an ultra vires act of the 
Board of Directors. One case com- 
ing before the courts went so far 





as to give aid to a minority, where 
the directors were using profits and 
assets of the company for their 
own ends. So where fraud or harsh 
treatment is being practised by the 
majority against the minority or 
where it is shown that the majority 
are bonded together for the express 
purpose of taking advantage of 
their position, the courts will inter- 
fere. 

In both the Dominion and Pro- 
vincial Acts provisions are found 
for minorities to procure informa- 
tion regarding the operation of the 
company. Upon complaint showing 
the minority cannot obtain infor- 
mation an inspector may be ap- 
pointed by the Secretary of State. 
To justify the investigation there 
should be substantial grounds 
shown to found the belief that ma- 
terial information is being con- 
cealed from the shareholders. The 
inspectors’ duties are confined to 
investigating and reporting on the 
conditions found. Mr. Mild learned 
that but little use was ever made of 
this right possessed by share- 
holders. 

Mr. Mild now returned to his first 
plaint. Why, asked he, why hold 
annual meetings at all if informa- 
tion couldn’t be procured at them. 
He was informed that they actually 
were highly important inasmuch 
as they allowed shareholders to ex- 
press themselves at length on the 
conduct of the company. The courts 
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have granted relief where meetings 
were held at inconvenient times 
and places, or where shareholders 
were not given a fair hearing at 
meetings. At this Mr. Mild bright- 
ened up. He is going to the next 


meeting of his company to demand 
a fair hearing. Then he is going to 
tell them what he thinks of it all. 
Those at least, he said, are his 
present intentions. 
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* * * 


THE HISTORY OF LABOR 
INTERACTION 


By NORMAN J. WARE, Wesleyan 
University. 


HE purpose of Professor Ware’s 

section is to describe the 
emerging likenesses and differences 
between labor movements in the 
United States and Canada; the way 
in which American influences have 
crossed the international boundary 
and what adjustments have re- 
sulted from them. 

To fulfill this purpose Professor 
Ware has divided his study into six 
chapters, each of which deals with 
an important phase of Canadian 
labor. 

The work is documented and 
copious footnotes make the task of 
interpretation a pleasant one. 

The work is opened by a short 





résumé of Canadian economic his- 
tory, stressing the growth of trans- 
portation facilities as an important 
factor in Canadian development. 
The importance of foreign trade in 
the Canadian economy is given con- 
sideration. 

In a study of this sort, where 
the evolution of a particular strand 
in two countries must be carried on 
“pari passu,” the task of organiza- 
tion is very difficult, but the author 
has skilfully blended the two sto- 
ries into a readable and instructive 
unit. To show “interaction” it has 
been difficult to weave two stories 
into one without losing chronologi- 
cal order. 

In Chapter II. are found British 
and American influences operating 
in Canada. British influence has 
quickly given way to American 
influence. Continental influence 
through the Catholic Church and 
the Communist Party are now 
active competitors of the American 
pattern. 

From 1872 to 1886 American 
labor history is the story of the 
Knights of Labor, the socialist and 
anarchist groups, and the begin- 
nings of the American Federation 
of Labor. Only a brief reference is 














made to farmer-labor activities. 

Chapter III. deals with the in- 
creasingly important matter—the 
relation of labor to government in 
both countries. 

The most obvious difference be- 
tween Canadian and American 
labor development is shown in 
Chapter IV. It deals with seces- 
sion and dualism in labor move- 
ments. These vices are vividly 
portrayed in the story of the rise 
and decline of “national’’ organiza- 
tions. Where the United States 
has two competing groups, Canada 
has four. 

The C.C.F. Party is dealt with 
in Chapter V. A brief biography 
of its founder and leader, Woods- 
worth, opens the chapter. Ware be- 
lieves that this group has little 
chance of success as a labor party 
because of appealing to the farmers 
against whom its socialization pro- 
gram is directed. 

The final chapter gives a short 
but complete account of develop- 
ments from 1933 until the mid- 
summer of 1937. 

W. P. McLEop. 

March, 1938. 





LABOR COSTS AND LABOR 
STANDARDS 
By H. A. LOGAN, University of 
Western Ontario. 
R. LOGAN’S recently pub- 
lished study of labor costs 
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and labor standards as between the 
United States and Canada over the 
period of the last half century is a 
book which should receive the close 
attention of both labor leaders and 
employers as well as of all persons 
interested in the various difficult 
problems of our Canadian economy. 
This is a pioneering work and the 
author attacks a problem which, 
while filled with obstacles to con- 
venient study, yet possesses poten- 
tialities for conclusions which will 
be vital to every Canadian. 

The work is divided into two 
main sections, the first concerned 
with the relative proportions which 
labor puts into and takes out of 
industry on the two sides of the 
line, and the second with the rela- 
tive standards of living and well- 
being of Canadian and United 
States workers. Comparisons are 
given of the average wage per 
worker, the value added per work- 
er, and the percentage of wages to 
total value added by manufacture 
as between the two countries for 
all manufacturing and for four 
particular industries: boot and 
shoe, cane sugar, agricultural im- 
plements, and automobiles. 


Throughout his work Dr. Logan 
was hampered by two main things, 
the difficulty, sometimes even the 
impossibility, of comparing factors 
on the two sides of the border, and 
the dearth of statistics, the lack of 
comparable figures and even the 
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absolute lack of figures concerning 
the questions studied. The auto- 
mobile industry in Canada is not 
the same as the automobile indus- 
try in the United States. Produc- 
tion figures for Canadian tire com- 
panies include rubber footwear— 
American figures do not. If his 
work had accomplished nothing 
else, Dr. Logan would at least have 
demonstrated that our statistical 
systems and methods in this field 
need an extensive and thorough- 
going revision and that codperation 
between the two nations in this 
regard is a necessity. For the 
above reasons little reliance can, I 
think, be placed upon the mathe- 
matical accuracy of the compara- 
tive figures used throughout the 
book. After all the estimating and 
correcting that the author has 
done, there still is left a wide mar- 
gin of doubt in regard to many of 
them. Dr. Logan himself con- 
fessed “to a feeling of the inade- 
quacy of figures.” Nevertheless, 
the casual reader is apt, I think, to 
get too great an impression of the 
mathematical exactness of the con- 
clusions arrived at. 

The possibility, however, of 
mathematical error (to my mind 
no exact mathematical compari- 
sons are possible with present 
facilities and Dr. Logan implies as 
much) in the results by no means 
vitiates the broad conclusions of 
the study. These are, indeed, high- 


startling 
sometimes, and at all times vital to 
the interests of every Canadian. 
Canada is a young country striving 
to change from an extractive to a 
processing economy. Her chief in- 
strument of change to date has 


ly tenable, somewhat 


been government intervention 
through a protective tariff. The 
advisability of this programme is 
still an open question. The present 
work adds greatly to the store of 
knowledge upon which the decision 
must be made. The average money 
wage per man has been somewhat 
higher in the United States than in 
Canada over the period reviewed, 
probably about twenty per cent. It 
is found that “the basis of the 
higher American wage, as well as 
of the ascendency of industry in 
the United States, is found in the 
superior productivity of labor in 
that country.” This superiority in 
physical output per worker rests in 
his association with larger equip- 
ment and its more regular and 
fuller use through the advantage 
of a great home market with its 
concentrated purchasing power. In 
spite of the fact that tariffs have 
enabled Canadian manufactures to 
jack up the value of their product 
the value added by the American 
worker has usually exceeded that 
added by the Canadian. The pro- 
portion of wages to total value 
added has regularly been less 
in Canada than in the United 








on 





States. Dr. Logan is “convinced 
that there is a vast significance to 
mere size, momentum, and regu- 
larity and rapidity, in the exploita- 
tion of capital goods—that the 
principle of diminishing costs is 
among the important features in 
the realm of economic reality.” 
Relative wages of Canadian labor 
are even lower than the comparison 
of money wages between the two 
countries would indicate. This is 
due to the fact that the Canadian 
cost of living is slightly higher 
than the Americans, a small ad- 
vantage in those articles of prim- 
ary consumption (with a few ex- 
ceptions) being more than balanced 
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by the disadvantage in the price of 
manufactured articles. This lower 
real wage has probably been influ- 
ential in the tendency of Canadian 
labor to emigrate to the United 
States. 

The present work makes a good 
beginning in a field of study which 
is vast in size and rich in possibili- 
ties. Dr. Logan has investigated 
one angle of the relations of the 
Canadian economy to the Ameri- 
can. Future studies must continue 
his work and consider the many 
other factors involved. 


RONALD S. RITCHIE. 
March, 1938. 











